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Corporate Profile 


Wireless Matrix develops and provides enterprise-class wireless data services for 


business-critical operations involving mobile workforces and remote assets. 


The company provides real-time data 
capabilities and 100% communications 
availability, enabling companies the foremost 
utilization of their field personnel and machine 
assets. With products such as the multi-mode 
Mobile Base Station 2 and the Wide Area 
Wireless communications gateway, Wireless 
Matrix forms the communications backbone 


for business solutions in markets ranging from 


utilities, field service and oil and gas to 
transportation, rail and public safety. Founded 
as Intersat in 1991, Wireless Matrix is 
headquartered in Calgary, Alberta, and has 
offices in Reston, Virginia and Burnaby, British 
Columbia. It is listed on the Toronto Stock 
Exchange (TSE: WRX). 


www.wirelessmatrixcorp.com 


Our Business 


The expansion of wireless capabilities has moved business — and the need for business 
efficiency — beyond the office and into the field. Today’s corporations rely on wireless data 
business with mobile workforces to drive their business, enhance services, 
and provide value and a positive experience to their customers. Connecting corporations to their 
mobile workforces is crucial to the bottom line: increasing revenues, reducing costs, and improving 


customer satisfaction and retention. 


Wireless Matrix’s proven, reliable wireless services and modem products bridge the gap between 
business and their assets. We work with corporations, including major Fortune 500 companies in 
industries such as utilities, telecommunications, home and business services, courier, transportation, 
rail, public safety, and oil and gas. Our seamless integration of satellite, terrestrial and wireless 


LAN communications provides true business value to companies who rely on real-time information 


for the success of their strategic initiatives. 


ur Technology 


Our technology seamlessly combines multiple methods of wireless 
communications — satellite, terrestrial, and wireless LAN — to connect 
organizations with their mobile workforces and machine assets. In a world 
where the need for mission-critical data is not limited to the office or 
conventional work hours, Wireless Matrix provides the solutions that enable 
enterprise organizations to meet the demands of modern business. Our ability 
to provide 100% communications availability is the cornerstone of our 
solution, our strength in the marketplace, and our value to our strategic 


business customers. 


Our People 


No two Wireless Matrix employees are the same. They come from diverse 
locations, backgrounds and educations. They bring a broad range of tools to their 
roles: business know-how, customer service experience, creative thinking, positive 
energy. They come together as a team every day, with a common goal: to make 
each customer the most important customer we have. It is their unique combination 
of skills, talents and strengths that make possible the success of both Wireless 


Matrix and our customers. 


President and Chief Executive Officer 
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Results from Operations (Management Discussion & Analysis) 


(All amounts expressed in thousands of U.S. dollars, except per share amounts or unless otherwise indicated) 


Certain statements or figures in this discussion, and otherwise in this Annual Report, may 
constitute forward-looking statements. Such forward-looking statements involve risks, 
uncertainties and other factors which may cause actual results, performance or achievements 
of Wireless Matrix to be materially different from any future results, performance or 
achievements expressed or implied by such forward-looking statements due to changes in 
economic, business, competitive, technological or regulatory factors. Such forward-looking 
statements are based on various assumptions that Wireless Matrix have made based upon 
information currently available to them. Any and all forward-looking statements contained 
herein should not be interpreted as corporate guidance. All data presented herein should 
be read in conjunction with the Corporation's regulatory filings, with the appropriate Securities 
Commission and SEDAR. These filings, including the Corporation's Annual Information 


Form ("AIF'), are located at www.sedar.com. 


August 3 ,2004 


Highlights and Major Events of the Year 


The Corporation had record revenues of $28,478 for the fiscal year, an 
improvement of 43% from the previous fiscal year. The core Mobile 
Business Unit ("MBU") produced record revenues of $21,538, an increase 


of 34% from the previous year. 


Wireless Matrix's overall unit count, including units ordered but not yet 
shipped, remained flat at 30,767 units. Management is implementing 
strategies to improve this key metric but overall revenues in fiscal 2005 
will not grow as much as they did in fiscal 2004 due in part to the lack of 
subscriber adds in 2004. Service revenue, however, will increase modestly 


in 2005 due to an increase in average revenue per unit ("ARPU"). 


Loss before interest, amortization, income taxes, and settlement and 
reorganization costs was $80 or $0.00 per share versus $4,665 or $0.08 loss 
per share in the prior year. Management anticipates that fiscal 2005 will 
be the first year of positive earnings before interest, amortization and 


income taxes in the Corporation's history. 


Our core business unit, the MBU, announced the commercial launch of 
its next generation Mobile Base Station, the MBS2, which incorporates 
satellite, digital cellular, including GPRS (2.5G) functionality, and 802.11 
(Wi-Fi) communications into a single unit, providing 100% communications 
availability over the optimal network. Initial customer uptake has indicated 


robust demand for this important new product. 


In Telemetry, the Corporation successfully completed all milestones with 
its major partner on their licensing agreement, recording $2,250 in fiscal 


2004 against the agreement. 


The Corporation came to a settlement with Motient Communications Inc. 
("Motient") to reduce a future obligation of $2,579 for services that 


management deemed no longer necessary given other suppliers! offerings. 


The Corporation announced the recruitment of a new Chief Executive 
Officer, J. Richard Carlson, with extensive experience in the wireless industry 


and a demonstrated track record of driving both top and bottom line results. 


In September 2003, the Corporation successfully completed an 
equity offering of 8,000,000 common shares for gross proceeds of $14,638. 


Selected Annual Information 


2004 2003 2002(1) 
Revenue $28,478 $19,846 $10,554 
Loss before interest, amortization, 
settlement and reorganization 
costs and income taxes (80) (4,665) (8,087) 
Reported net loss (4,824) (5,709) (31,413) 
Loss per share before interest, 
amortization, settlement 
and reorganization 
costs and income taxes (0.00) (0.08) (0.19) 
Loss per share before amortization (0.08) (0.10) (0.21) 
Reported net loss per share (0.08) (0.10) (0.74) 
Total assets 68,137 75,011 64,531 
Long term financial liabilities 35 48 Dill 


(1) Effective May 1, 2002, the Corporation prospectively adopted the new 
CICA standard for "Goodwill and Other Intangible Assets." Accordingly, 
reported net loss for 2002 includes goodwill amortization of $22,368. 


Results from Operations 


Revenues 


Operating revenues for the fiscal year are summarized in the following table: 


Business Unit 2004 2003 % Growth 
Mobile $21,538 $16,056 34% 
Telemetry 4,179 2,130 96% 
Remote Telecom AHS 1,660 66% 
TOTAL $28,478 $19,846 43% 


Operating revenues for the year were $28,478, compared to $19,846 in the 
prior year representing year-over-year growth of 43%. Recurring service 
revenues for the fiscal year were $17,054 as compared to $13,342 in the 
prior year, a 28% growth. Product revenues recognized during the year 


were $11,424 as compared to $6,504 in the prior year, a growth of 76%. 


Results from Operations (Management Discussion & Analysis) 


(All amounts expressed in thousands of U.S. dollars, except per share amounts or unless otherwise indicated) 


Mobile revenues for fiscal 2004 were $21,538 versus $16,056 in 2003, 
a growth of 34%. As a percentage, MBU accounted for 76% of the fiscal 
year revenues and it is expected that during fiscal year 2005 the MBU will 


continue to be the primary revenue driver for the Corporation. 


Telemetry revenues for fiscal 2004 were $4,179 versus $2,130 in 2003, 
a growth of 96%. As a percentage, Telemetry accounts for 15% of the fiscal 
year revenues. The bulk of these revenues ($2,250) are derived from a 
master purchase and licensing agreement and ancillary services with a 
major partner, Schlumberger Omnes Inc. The agreement called for 
Wireless Matrix to develop software and hardware to facilitate machine- 
to-machine communications and for Wireless Matrix to provide network 
connectivity for Schlumburger sites. Schlumburger has exclusive rights 
to market the application to the oil and gas vertical, a key target market 
for this technology. Both parties have been disappointed by the gross 
subscriber additions. It is important for investors to know that 
Schlumburger's contractual obligations will be reduced in fiscal 2005 to 
$1,000 which will reduce this unit's contributions overall. Although 
Schlumberger personnel have communicated their desire to continue the 
partnership, there is no guarantee that they will continue to be a major 


customer in future years. 


The Corporation's third business unit, Remote Telecom, had revenues for 
2004 of $2,761 versus $1,660 in 2003 - an increase of $1,101 or 66%. This 
increase relates to a major order Wireless Matrix obtained with a statewide 
division of the Department of Fish and Game that is unlikely to be replicated 
in 2005. Management therefore expects this unit to perform at historic 


levels of $1,700 in 2005. 


Management is undertaking a strategic review of its business units which 
will include a detailed assessment of the best means of maximizing 
shareholder value. The review will focus on its two smaller business units, 
Remote Telecom & Telemetry. We will be announcing the results of that 
review during the first two quarters of 2005. If we do not believe we can 
build sustainable competitive advantages and grow our business units at 


acceptable rates, we will investigate other business opportunities to maximize 


shareholder value. 


Gross Margins 
Gross margins for the fiscal year are summarized in the following table: 


Gross 
Margin % 


Gross 
Margin % 


Business Unit 2004 2003 2004 2003 
Mobile $8,643 $6,420 40% 40% 
Telemetry 3,316 1,240 19% 58% 
Remote Telecom 855 615 31% 37% 
TOTAL $12,814 $8,275 45% 42% 


Fiscal 2004 gross margins were $12,814, an improvement of $4,539 from 
fiscal 2003. The Corporation's gross margin percentage improved from 
42% in fiscal year 2003 to 45% in fiscal year 2004 due to improved margins 
in the Telemetry business unit. The gross margins improvement in Telemetry 
was related to the previously mentioned take or pay licensing and service 
contract with Schlumburger of $2,250. Remote Telecom's gross margins 
dropped by 6% due to the higher percentage of lower margin product sales 
related to the order mentioned previously. Overall, the Corporation's 
service gross margins remained relatively constant at better than 66% 
while hardware margins were in the 12% range, both similar to prior year. 
Management expects gross margins in the MBU to improve this fiscal year 
due to ARPU increases. (Further information provided below in the 


Average Revenue Per Unit section.) 


Subscribers 


Combined Mobile and Telemetry units are summarized in the following table: 


Combined Business Units 2004 2003 Net Change 
Active units 26,192 26,622 (430) 
Planned removals = (2,200) 2,200 
Shipped but not active 2,359 5,501 (3,142) 
Units not yet shipped 2,216 309 1,907 
TOUTAIL 30,767 30,232 535 


Entering fiscal 2004, the Corporation had 26,622 active units on its network 
versus 26,192 at year end representing no growth from the previous year. 
This will diminish service revenue growth in fiscal 2005. As mentioned, 
the management team is focusing on this key metric to improve future 
results. The Corporation has developed a detailed go-to-market strategy 
that includes an investment in more sales and marketing personnel which 
will negatively impact short-term results but, management believes, will 
create long-term value by increasing the number of accounts and subscribers. 
The typical MBU account commits to a three-year contract of monthly 
recurring revenue and most stay on past the initial contract, resulting in 


attractive returns once obtained. 


The following table summarizes our growth in MBU during the past twelve- 


month period: 


Mobile Business Unit 2004 2003 Net Change 
Active units 24,553 25,596 (1,043) 
Planned Sears removals = (2,200) 2,200 
Shipped but not active 1,643 4,453 (2,810) 
Units not yet shipped 2,117 59 2,058 
TOTAL 28,313 27,908 405 


The Corporation had 23,396 mobile active units on its network entering 
fiscal year 2004, after taking into account planned removals. At year end, 
there were 24,553 active units - a 5% growth. The Corporation's integrated 
sales and marketing plan, that includes more partner development, increased 
awareness among decision-makers, and more personnel will be directed to 


acquiring more subscribers in the MBU. 


Results from Oper ations ( Management Discussion & Analysis) 


(All amounts expressed in thousands of U.S. dollars, except per share amounts or unless otherwise indicated) 


One major customer, Sears, represents approximately 42% of the 
Corporation's mobile subscriber base. The Corporation has successfully 
upgraded Sears to a new generation of technology and Sears has recently 
increased their usage level. Sears continues to be a reference account for 
the Corporation and a major driver in our financial performance. 
During the fourth quarter, we announced the launch of our next generation 
Mobile Base Station, the MBS2. This solution incorporates satellite, digital 
cellular, including GPRS, so called 2.5G (generation), and 802.11 
(Wi-Fi) communications into a single unit, providing 100% communications 
availability using the optimal frequency to transmit the data. This technology 
enables users to receive high speed data while they are in terrestrial coverage 
and mission critical data over satellite while they are out of terrestrial 
range, significantly increasing the value to the enterprise of their 


mobile applications. 


We have elevated our customer care to enterprises by offering 24 by 7 
network monitoring and customer care. This means that customers and 
users will get access to trained personnel to troubleshoot and handle other 
issues at any time during the day and night. Our high level of customer 
care has proven to be a differentiator for the Corporation among the 


enterprises that we target. 


Average Revenue Per Unit (ARPU) 


ARPU is calculated by taking the average monthly service revenue annuity 
divided by the number of active units. Mobile ARPU was $42.34 exiting 
the fiscal year as compared to $38.47 at the beginning of the year and 
represents year to date growth of 10% in mobile ARPU. As communicated 
previously, the Corporation continues to expect mobile ARPU to increase 
as a result of increased network utilization by its existing subscriber base. 
Subsequent to year end, the Corporation's largest home services customer 
began the deployment of their second generation application with added 
functionality enabled by the Corporation's 100% availability. As a result 
of this deployment, the Corporation expects first quarter fiscal 2005 mobile 
ARPU to be in a range of $47.50 - $50.00 which represents further mobile 
ARPU growth in the range of 12%-18%. Management believes ARPU 


will improve mobile service revenues in fiscal 2005 by approximately 15%. 


Churn 


The Corporation defines churn as the number of active units decommissioned 
from the network. Historically, Wireless Matrix has experienced relatively 
little churn of our subscriber base compared to others in the wireless 
industry. This is due to the high value enterprises derived from our services, 
lengthy contract terms (often three years), and superior customer care. 
Not including planned Sears removals, the Corporation's churn, or 


decommissioned units, was about 1,800 mobile units or approximately 
1/2 % per month for fiscal 2004. 


Although anticipated, it is significant to point out that churn is being 
experienced with long term legacy users that employ older satellite only 


units as an extension to their previously selected terrestrial (cellular) service 


provider. Management's analysis indicates that several factors contribute 
to the churn: age of equipment, cost of satellite only services, and the 
introduction of next generation terrestrial services. Management estimates 
that there will be an estimated 2,000 legacy units that may churn off our 
network in fiscal 2005. Churn rates higher than anticipated could adversely 


impact the Corporation's future operating results. 


Earnings 


Loss for the fiscal year before interest, amortization, income taxes, settlement 
costs on share issue of $1,467, reorganization costs of $535 and settlement 
costs to cancel a take or pay commitment of $1,756, was $80, or $0.00 per 
share versus a loss of $4,665 or $0.08 per share in the prior year. Excluding 
executive recruitment and strategic costs of $207 from the previously 


mentioned loss, the Corporation had earnings of $127. 


Subsequent to the September 2003 equity offering, the Corporation agreed 
to make a payment of 25 cents Cdn per share against the 8,000,000 common 
shares issued as discussed in press releases issued between September 15, 
2003 and September 18, 2003 which clarified certain trading activities 
of a corporate insider. The payment of $1,467 was a charge to 


annual earnings. 


During the year, the Corporation completed a corporate restructuring at a 
cost of $535. 
Corporation's workforce. This amount was recorded as a charge to earnings 


in fiscal 2004. 


The restructuring resulted in a 10% reduction in the 


In June 2004, the Corporation completed a settlement arrangement with 
Motient Communications Inc. ("Motient") on a take or pay contract with 
Motient. Under the original terms of contract, the Corporation had a 
terrestrial service take or pay obligation with Motient in the amount of 
$4,014 which was subsequently reduced to $2,579, against which prepayments 
totaling $506 had been made. Under the terms of the settlement, the 
Corporation agreed to make an additional payment of $1,125 in order to 
extinguish any future obligations on the contract. Legal costs associated 
with the settlement are expected to total approximately $125. The payments 
to Motient under this contract and related legal costs to settle the contract 


have been reflected as a charge during the year. 


Net loss for the year was $4,824 or $0.08 per share as compared to $5,709 


or $0.10 per share in the previous year. 


General and administrative spending for the fiscal year was $10,146, while 
research, product and market development spending was $2,541. In fiscal 
2003, the amounts were $10,313 and $2,627 respectively. This represents 
a 2% decline in the current year in spite of 43% revenue growth, validating 
the scaleability and leverage of the Corporation's business model. This will 
enable the Corporation to absorb additional investment in sales and marketing 


personnel with minimal impact. 


Results fr om Operations (Management Discussion & Analysis) 


(All amounts expressed in thousands of U.S. dollars, except per share amounts or unless otherwise indicated) 


Summary of Quarterly Results 


Earnings (loss) 
before interest, 


amortization, 

reorganization Reported 
Quarter costs, settlement net loss 
ended costsand Reported per loss 
(unaudited) Revenue income taxes net loss share 
30-April-04 $7,431 $147 $(1,830) $(0.03) 
31-January-04 7,492 7 (563) (0.01) 
31-October -03 6,981 4] (1,682) (0.03) 
31-July-03 6,572 (443) (749) (0.01) 
30-April-03 6,628 (11) (256) (0.00) 
31-January-03 5,407 (1,558) (1,860) (0.03) 
31-October-02 4,285 (1,473) (1,718) (0.03) 
31-July-02 B26 (1,623) (1,875) (0.04) 


Results for the quarter ended April 30, 2004 have been disclosed in a 
quarterly Management Discussion and Analysis released on July 9, 2004. 


A copy of this report is located at www.sedar.com 


Liquidity and Capital Resources 


Cash used in operating activities in fiscal 2004 was $3,041 versus cash used 
of $6,414 in the previous year and reflects the improvement in the bottom 
line performance of the Corporation, as well as the improved receivable 


and inventory turnover. 


Cash used in investing activities was $1,428 versus $727 in the previous 
year, with the increase due to the investment in redundant site capabilities 
during the year. At the end of the fiscal year, the Corporation had no 


material outstanding commitments with regard to future capital expenditures. 


Cash provided by financing activities was $6,407 versus $9,278 in the prior 
year. Accordingly, the net increase in cash in the year was $1,883, resulting 
in a net change in cash position entering versus exiting the year from 


$7,872 to $9,755. 


The primary financing activity during fiscal year 2004 was the completion, 
on September 11, 2003, of a common share issuance of 8,000,000 units for 
gross proceeds of $14,638. 


Additionally, the Corporation repaid all amounts outstanding under its 
credit facilities during the second quarter of fiscal 2004 in the amount 
$7,379. At April 30, 2004 the Corporation had access to its $15,000 Cdn 
credit facility. The Corporation does not expect to access its credit facilities 
during fiscal 2005, except as required to fund potential working capital 


requirements as the Corporation executes on its business plan. 


Current assets at year end excluding deferred product costs were $17,721 
versus current liabilities excluding deferred revenues of $3,521. Accounts 
receivable at April 30, 2004 were $5,439, with $2,250, or 41%, relating to 
Schlumberger which has been collected in its entirety subsequent to the 
year end. The balance represents aged accounts receivable of 41 days after 


excluding Schlumberger, and is consistent with expectations. 


Inventories at April 30, 2004 were $1,563 as compared to $1,771 at April 
30, 2003 with $1,044 represented as finished goods inventory required to 


meet on-going customer demands. 


Wireless Matrix continues to have a strong balance sheet with cash on 
hand at year end of $9,755, no long-term or short-term debt and a solid 
credit facility that in combination provides capital resources to assist in 


funding our business plan. 


The weighted average number of shares outstanding was 64,282,285 during 
the year ended April 30, 2004. At year end, there were 67,219,801 common 
shares outstanding, 602,618 warrants outstanding (575,000 agents warrants 
and 27,618 Silicon Valley Bank warrants which were assumed on the 
Norcom acquisition) and 5,704,334 options outstanding, for a diluted total 
number of shares of 73,526,753. As of the Annual report date, there were 
67,374,301 shares, 478,118 warrants and 5,449,560 options outstanding. 


Contractual Obligations 


Payments Due By Period 


Contractual Obligations Total 
Capital leases $49 $14 $35 


Less than 1 year 1-3 years 


Off- Balance Sheet Arrangements 


All commitments and indemnities have been disclosed in the Corporation's 


Consolidated Annual Financial Statements for April 30, 2004 in Note 8. 


Changes in Accounting Policies including 


Initial Adoption 


Stock Based Compensation 


Effective May 1, 2004, the Corporation will be retroactively adopting the 
amended Canadian Institute of Chartered Accountants ("CICA") standard 
for "Stock—based Compensation and Other Stock—based Payments", which 
now requires that all stock-based compensation awards be accounted for 
at fair value. For stock options granted to employees which can only be 
settled by issuing shares, the Corporation was reporting pro -forma disclosure 


of the fair value method. 


appropriately authorized, assets are safeguarded and financial reports 
are properly maintained to provide reliable information for the 
preparation of the financial statements. 


The Audit Committee of the Board of Directors, which is comprised 
of a majority of directors who are not employees of the Corporation, 
has reviewed the consolidated financial statements with management 
and Emst & Young LLP. The Board of Directors approved the financial 


statements on the recommendation of the Audit Committee. 


ae L Boletee. 


Mr. J. Richard Carlson Ms. Lesley Bolster 
President and Chief Executive Officer Interim Chief Financial Officer 


Auditors’ Report 


To the Shareholders of Wireless Matrix Corporation 


We have audited the consolidated balance sheets of Wireless Matrix 
Corporation as at April 30, 2004 and 2003 and the consolidated 
statements of operations and deficit and cash flows for each of the years 
in the three year period ended April 30, 2004. These financial statements 
are the responsibility of the Corporation’s management. Our 
responsibility is to express an opinion on these financial statements 


based on our audits. 


We conducted our audits in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the financial 
statements are free of fabteriat misstatement. An audit includes 


examining, on a test basis, evidence supporting the amounts and 


disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement 


presentation. 


In our opinion, these consolidated financial statements present fairly, 
in all material respects, the financial position of the Corporation as at 
April 30, 2004 and 2003 and the results of its operations and its 
cash flows for each of the years in the three year period ended 
April 30, 2004 in accordance with Canadian generally accepted 


accounting principles. 


Calgary, Canada 
June 4, 2004 


Crnet ¥ Vieas KP 


Chartered Accountants 
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Consolidated Balance Sheets 


Wireless Matrix Corporation (Continued under the Canada Business Corporation Act) 


As at April 30 
(Expressed in thousands of U.S. dollars) 


2004 2003 


ASSETS [note 5] 


Current 
Cash and cash equivalents OND 7,872 
Accounts receivable 5,439 8,458 
Inventories [note 3] 1,563 i Praraal 
Deferred product costs 8,626 8,758 
Prepaids and other 964 702 
26,347 27,561 
Prepaids and other 859 — 
Property and equipment, net of amortization [note 4] 3,980 3,486 
Deferred product costs 4,398 11,411 
Goodwill, net [note 2] 323559) B2.005 
68,137 75,011 
LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current 
Bank indebtedness [note 5] — eons) 
Accounts payable 1,402 2,677 
Accrued liabilities 2,105 745 
Deferred product revenue 9,495 OZ: 
Current portion of capital lease obligations 14 15 
13,016 20,928 
Deferred product revenue 4,871 12,741 
Capital lease obligations 35 48 
17,922 Bona 
Commitments and contingencies [note 8] 
Shareholders’ equity 
Share capital [note 6] 115,423 101,624 
Deficit (64,683) (59,859) 
Cumulative translation adjustment [note 16] (525) (471) 
50,215 41,294 
68,137 75,011 


See accompanying notes 


On behalf of the Board: 


ae ea 


Director Director 


Consolidated Statements of Operations and Deficit 


Wireless Matrix Corporation 


For the years ended April 30 


(Expressed in thousand of U.S. dollars, except per share amounts) 


I] 


2004 2003 2002 
$ $ $ 
Sales 28,478 19,846 10,554 
Cost of sales 15,664 iS fil 5,541 
Gross margin 12,814 8,275 5,013 
Expenses 
General and administrative 10,146 10,313 10,315 
Executive recruitment and strategic costs 207 — === 
Research, product and market development 2,541 AST 2,785 
12,894 12,940 13,100 
Loss before interest, amortization, 
settlement and reorganization costs 
and income taxes (80) (4,665) (8,087) 
Amortization of property and equipment (934) (763) (968) 
Interest (expense) income (52) (221) 45 
Settlement cost on share issue [note 6(b)(v)] (1,467) os a 
Corporate reorganization costs [note 13] (535) — — 
Settlement costs to cancel take or pay 
commitment [note 14] (1,756) = — 
Loss on disposal of other assets — (65) = 
Loss before amortization of goodwill 
and income taxes (4,824) (5,714) (9,010) 
Amortization of goodwill — a (22,368) 
Loss before income taxes (4,824) (5,714) (31,378) 
Income tax recovery (expense) [note 7] — 5 (35) 
Reported net loss for the year (4,824) (5,709) (31,413) 
Deficit, beginning of year (59,859) (45,695) (14,282) 
Impairment charge on goodwill resulting 
from change in accounting policy [note 2] — (8,455) = 
Deficit, end of year (64,683) (59,859) (45,695) 
Reported net loss for the year (4,824) (5,709) (31,413) 
Add back goodwill amortization [note 2] — — 22,368 
Adjusted net loss for the year (4,824) (5,709) (9,045) 
Loss per share — basic and diluted [note 9] 
Reported net loss (0.08) (0.10) (0.74) 
Adjusted net loss (0.08) (0.10) (0.21) 


See accompanying notes 
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Consolidated Statements of Cash Flows 


Wireless Matrix Corporation 


For the years ended April 30 


(Expressed in thousands of U.S. dollars) 
2004 2003 2002 
$ $ $ 
OPERATING ACTIVITIES 
Reported net loss for the year (4,824) (5,709) (31,413) 
Add back non cash items: 
Amortization of property and equipment 934 763 968 
Amortization of goodwill — — 22,368 
Loss on disposal of other assets — 65 _- 
Foreign exchange loss 34 JE — 
Net change in non-cash working capital [note 12] 815 (1,760) (4,560) 
Cash used in operating activities (3,041) (6,414) (12,637) 
FINANCING ACTIVITIES 
Issue of common shares, warrants and 
options, net of share issue costs 13,799 6,503 LS 52 
Proceeds on capital lease financing — 64 1,161 
Payments of capital lease financing (13) (657) (482) 
(Decrease) increase in bank indebtedness (7,379) 3,368 4,012 
Cash provided by financing activities 6,407 9,278 16,043 
INVESTING ACTIVITIES 
Additions to property and equipment (1,428) (727) (756) 
Acquisition of Norcom Networks Corporation — — (1,364) 
Cash used in investing activities (1,428) (CT) (2,120) 
Foreign exchange effect on cash and cash 
equivalents during the year (55) 22. (74) 
Net increase in cash and cash equivalents 
during the year 1,883 2,159 zie 
Cash and cash equivalents, beginning of year 7,872 Sys) 4,501 
Cash and cash equivalents, end of year 9,755 eo? 5,713 


Supplemental cash flow information [note 12] 


See accompanying notes 


Notes to Consolidated Financial Statements 


Wireless Matrix Corporation 


April 30, 2004, 2003 and 2002 


(Expressed in thousand of U.S. dollars, except per share amounts) 


1. Business Description 


Wireless Matrix Corporation (“Wireless Matrix” or the “Corporation”) is a Canadian developer and value added provider of fax, data and voice 
communication hardware, software and services. Communications media include satellite, cellular, Public Switch Telephone Network, Cellular 
Digital Packet Data and Internet applications. The Corporation’s customer base is comprised primarily of large industrial and natural resource 
organizations, serviced through the Corporation’s global communications networks. The Corporation is a public company listed on The Toronto 
Stock Exchange. 


The Corporation’s U.S. operations are based in Reston, Virginia, USA, and include the design and development of wireless data services and 
products which it sells and supports to enterprise customers primarily in the United States. The Corporation operates a data transport network 
that provides wireless connectivity from host computers to their mobile workers or remote assets through integration of wireless local area, 
terrestrial and satellite network technologies. 


2. Significant Accounting Policies 


The consolidated financial statements of the Corporation have been prepared by management in accordance with Canadian generally accepted 


accounting principles (“Canadian GAAP”). These principles substantially conform with accounting principles generally accepted in the United 
States (“U.S. GAAP”), except as described at Note 15. 


Because a precise determination of many assets and liabilities is dependent upon future events, the preparation of financial statements for a 
period involves the use of estimates and approximations that have been made using careful judgement. Actual results could differ from these 
estimates and approximations. The financial statements have, in management’s opinion, been prepared within reasonable limits of materiality 
and within the framework of the significant policies summarized below: 


Basis of consolidation 
The consolidated financial statements include the accounts of the Corporation and those of its subsidiaries. Intercompany transactions and 
balances are eliminated on consolidation. 


Cash and cash equivalents 


Cash and cash equivalents consist of cash on deposit and highly liquid investments subject to minimal risk of changes in value and which have 
original maturities of three months or less. 


Inventories 


Inventories of work in progress, components and finished goods are valued at the lower of cost or net realizable value. Cost for all categories 
is determined on a first-in, first-out basis. Work in progress inventory consists of materials, third party manufacturing services and other direct 
costs which can only be invoiced at the completion stage. 


Property and equipment 


Property and equipment are recorded at cost less investment tax credits. Amortization is provided on a basis and at rates designed to amortize 
the costs of the assets over their estimated useful lives. Amortization is recorded as follows: 


@omputer eciuipmiemtaial sottwatenessnicecy vareransneerterneeteenetecrer te: 35% declining balance method 
Data transport Metwore MU sens wunwrrsterssecrsterscecteesameccueveetereresrercrerer 5-year straight-line basis 

Office furniture, equipment and leaseholds ...........:.:ccseeseereereereenes 20% declining balance method 
On-site equipment and Satellite pPhOmesy-cneereecererseee teers teen cerer setae 20 - 30% declining balance method 


Made naniestaind LiGenses waster ener cetera mitre errr scaetscare ceric 5-year straight-line basis 
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Goodwill 


Effective May 1, 2002, the Corporation prospectively adopted the new Canadian Institute of Chartered Accountants (“CICA”) standard for 
“Goodwill and Other Intangible Assets.” Accordingly, goodwill is no longer amortized but is subject to an annual review for impairment. The 
change in accounting has resulted in a reduction in amortization expense of $22,368 annually. On October 31, 2002, management completed 
its initial review of goodwill existing at May 1, 2002 for impairment and concluded that an impairment charge of $8,455 should be recorded 
against this asset that arose upon the acquisition of the mobile business unit. The impairment charge was recognized as the effect of a change 
in accounting policy and included in the opening deficit for the year ended April 30, 2003. 


An annual review of impairment was performed on April 30, 2004. Management concluded no further impairment had occurred at 
that time. 


Stock-based compensation 


The Corporation has a stock option plan for directors, officers, employees and consultants of the Corporation. On May 1, 2002, the Corporation 
prospectively adopted the new CICA standard for stock-based compensation. The new standard requires that stock-based payments to non- 
employees, direct awards of stock and awards that call for settlement in cash or other assets be accounted for using the fair value method of 
accounting. For stock options granted to employees which can only be settled by issuing shares, the intrinsic value based method is permitted with 
pro forma disclosure using the fair value method. The Corporation has elected to use the intrinsic method and disclose the fair value method. 


Investment tax credits 


Investment tax credits are deducted from the qualifying expenditures when there is reasonable assurance they are recoverable. 


Research, product and market development costs 


Research, product and market development costs, associated with researching new products, enhancing existing products, and developing 
markets for the Corporation’s products are expensed as incurred. 


Revenue recognition 


Mobile - Monthly service fees are recognized when the mobile communication services are performed and billed and collection is assured. 
Mobile product sales and the associated product costs are deferred and recognized rateably over the minimum service contract period, which 
is generally three years. 


Telemetry - Revenue consists of monthly services of remote asset monitoring and control services and the re-sale of communications products. 
Monthly service fees are recognized as revenue when the service is performed and billed and collection is assured. Product sales and the 


associated product costs are deferred and recognized rateably over the minimum service contract period, which is generally 
three years. 


Remote telecommunications services - Re-sale of satellite airtime and the incidental rental of satellite telephones and sale of facsimile accessories 
related thereto are recorded over the re-sale or rental period. Accessory sales are recorded at point of sale. 


Income taxes 


The Corporation follows the liability method of accounting for income taxes. Under this method, future tax assets and liabilities are determined 
based on differences between financial reporting and tax bases of assets and liabilities and are measured using substantially enacted tax rates 
and laws that will be in effect when the differences are expected to reverse. Income tax expense for the period is the tax payable for the period 


and any change during the period in future income tax assets and liabilities. A valuation allowance is recorded to the extent there is uncertainty 
regarding utilization of future tax assets. 


Earnings per share 


The treasury stock method is used in calculating diluted earnings per share. This method assumes that any proceeds from the exercise of stock 
options and other dilutive instruments would be used to purchase common shares at the average market price during the period. As the 


eae ae has experienced losses in each of the last three years, the issue of additional common shares on warrants and stock options would 
be anti-dilutive. 
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Foreign currency translation 


Transactions originating in foreign currencies are translated into the functional currencies of the Corporation and its subsidiaries at the exchange 
rate at the date of the transaction. Monetary assets and liabilities are translated at the year-end rate of exchange and non-monetary items are 
translated at historic exchange rates. Exchange gains and losses arising on translation of transactions are included in the determination of 
earnings for the year. 


The Corporation uses the U.S. dollar as its reporting currency. 


Guarantees 


In fiscal 2004 the Corporation adopted Accounting Guideline 14 — Disclosures of Guarantees (see note 8). This guideline requires a guarantor 
to disclose significant information about certain types of guarantees that it has provided, including certain types of indemnities and the indirect 
guarantees of indebtedness of others, without regard to whether it will have to make any payments under the guarantees. This guideline is in 
addition to the existing disclosure required for contingencies. 


3. Inventories 


2004 2003 
$ $ 
Work in progress pT) 17 
Components 247 84 
Finished goods 1,044 1,670 
O63 ara 
4. Property and Equipment 
ee ee UT Ee 2003 
Cost Accumulated Cost Accumulated 
Amortization Amortization 
$ $ $ $ 
Computer equipment and software 6,409 4,706 5,629 4,401 
Data transport network hub 7,205 5,944 6,649 5,784 
Office furniture, equipment and leaseholds 2,714 2,109 2,584 1,699 
On-site equipment and satellite phones 1,134 (23 1,098 612 
Trade names and licenses 109 109 104 82 
OWL 13,591 16,064 12,578 
Net book value 3,980 3,486 


5. Credit Facility 


In September 2003, borrowings under the previous year credit facilities were repaid. In February 2004, a new facility was put in place at another 
Canadian chartered bank. The new credit facility consists of a $15,000 Cdn revolving demand facility with interest at bank prime rate (3.75% 
as at April 30, 2004). At April 30, 2004, the Corporation had no amounts outstanding on the facility. Collateral given to the bank for this 
new facility is a general security agreement covering all the Corporation's assets. The new facility also requires the Corporation to meet certain 


bank covenants. 


16 


Notes to Consolidated Financial Statements 


Wireless Matrix Corporation 


April 30, 2004, 2003 and 2002 


(Expressed in thousand of U.S. dollars, except per share amounts) 


6. Share Capital 
(a) Authorized 


Unlimited number of voting common shares with no par value. 


Unlimited number of non-voting preferred shares with no par value. 


(b) Common shares and Special Warrants issued 


Number $ 
Balance as at April 30, 2001 35,056,826 73,419 
Issued for cash upon exercise of stock options 900,807 1,039 
Issued upon settlement of promissory note (i) 3,076,868 10,338 
Issued for cash in public offering (ii) 8,000,000 10,166 
Issued for cash upon exercise of share purchase warrants (iii) 631,834 863 
Share issue costs = (704) 
Balance as at April 30, 2002 47,666,335 95,121 
Issued for cash upon exercise of stock options 14,132 16 
Issued for cash in public offering (iv) 11,500,000 (AAC 
Share issue costs — (789) 
Balance as at April 30, 2003 59,180,467 101,624 
Issued for cash upon exercise of stock options 39,334 38 
Issued for cash in public offering (v) 8,000,000 14,638 
Share issue costs = (877) 
Balance as at April 30, 2004 67,219,801 115,423 


(i) On May 29, 2001, the Corporation settled promissory notes of $10,338 ($15,846 Cdn) owing on the Norcom Networks Corporation 


acquisition by the issue of 3,076,868 common shares. 


(ii) On October 26, 2001, the Corporation issued 8,000,000 Special Warrants (subsequently exchanged for common shares) at $2.00 Cdn 
per warrant for gross proceeds at $10,166 ($16,000 Cdn). Aggregate costs of the issue, including agent’s fees, amounted to $600 ($945 Cdn). 


(iii) The Corporation issued 631,834 common shares pursuant to the exercise of share purchase warrants (which were granted as a part of the 


Corporation’s December 22, 1999 Special Warrants offering) at $1.37 U.S. ($2.15 Cdn) per share for $863 ($1,358 Cdn) in 2002. 


(iv) On August 7, 2002, the Corporation issued 10,000,000 common shares in a public offering at $.63 ($1.00 Cdn) per share for proceeds of 
$6,314 ($10,000 Cdn). On August 16, 2002, the Corporation issued an additional 1,500,000 common shares at $.64 ($1.00 Cdn) for 
proceeds of $962 ($1,500 Cdn) as the over allotment options were exercised on this public offering. In addition, the Corporation issued 
575,000 compensation options. Each compensation option entitles the holder to subscribe for common shares of the Corporation at $1.05 
Cdn per share until August 7, 2004. Aggregate costs of the issue, including agent’s fees, amounted to $789 ($1,248 Cdn). 


(v) On September 11, 2003, the Corporation issued 8,000,000 common shares in a public offering at $2.50 Cdn per share for proceeds of 
$20,000 Cdn. Aggregate costs of the issue, including agent’s fees, amounted to approximately $877 ($1,198 Cdn). Subsequent to the 
September 11, 2003 closing and further to the Corporation’s press releases issued between September 15, 2003 and September 18, 2003 
clarifying certain trading activities of a corporate insider, the Corporation agreed to make a payment of $0.25 Cdn per share against the 
8,000,000 common shares issued on September 11, 2003. The payment has been treated as a charge to earnings in the amount of $1,467 


($2,000 Cdn). 


At April 30, 2004, share purchase warrants and options were outstanding for the purchase of common shares on a one-for-one basis as follows: 


# of warrants/options outstanding 
575,000 
27,618 
602,618 


OO eee —— 


Exercise price per common share Cdn $ Expiry date 
August 7, 2004 


Notes to Consolidated Financial Statements 


Wireless Matrix Corporation 


April 30, 2004, 2003 and 2002 


(Expressed in thousand of U.S. dollars, except per share amounts) 


(c) Stock-based compensation plans 


Pursuant to the Corporation’s stock option plan, 7,861,927 common shares are reserved for issuance to eligible directors, officers, consultants 
and employees with terms of five years from the date of grant. The options vest over various periods and are exercisable immediately thereafter. 
Prior to April 2000, the exercise price of certain options issued was below the market price of the Corporation’s stock at the time of the grant. 
Subsequently, each option granted equals the market price of the Corporation’s stock on the grant date. 


A summary of the status of the Corporation’s stock option plan from April 30, 2001 to April 30, 2004 is as follows: 


Weighted average 


Number exercise price/share 

of options Cdn$ 

Outstanding, April 30, 2001 3,902,881 7.14 
Granted 3,485,105 2.48 
Expired (Gik333)) (9.26) 
Exercised (900,807) (1.83) 
Outstanding, April 30, 2002 6,455,846 4.95 
Granted 423,404 1.45 
Expired (443,653) (5.64) 
Exercised (14,132) (1.92) 
Outstanding, April 30, 2003 6,421,465 4.45 
Granted 300,000 1.82 
Expired (977,797) (4.91) 
Exercised (39,334) (RS 2) 
Outstanding, April 30, 2004 5,704,334 4.26 
Options exercisable at April 30, 2004 5,412,950 4.39 


The following table summarizes the options outstanding at April 30, 2004: 


Options outstanding 


Range of Number 
exercise prices of options 


Weighted 
average 
exercise price 


(Cdn$) 


$0.95 - $5.00 4,256,992 
$5.01 - $10.00 987 342 
$10.01 - $15.00 120,000 
$15.01 - $18.50 340,000 


$2.36 
$6.77 
$12.75 
$17.66 


5,704,334 


Options exercisable 


Weighted Weighted 
average average 
exercise price remaining life 
(Cdn$) in years 

$2.41 eS) 

$6.77 19 

ASS 0.8 

$17.66 Rs} 


The following table provides pro-forma disclosure of net loss and net loss per share using the fair value method of accounting for the options issued: 


Reported net loss for the year 


Additional compensation expense 


2004 
$ 


(4,824) 
(172) 


2003 
$ 


(5,709) 
(104) 


(4,996) 


(5,813) 


Pro forma net loss for the year 


Pro forma net loss per share — basic and diluted 


(0.08) 


(0.10) 
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The fair value of common share options granted in 2004 is $302 Cdn (2003 - $380 Cdn). The fair value of common share options granted is 
estimated at the grant date using the Black-Scholes option pricing model using the following assumptions: 


2004 2003 
Dividend yield 0% 0% 
Risk-free interest rate 2.30% 2.38% 
Expected life 3 years 3 years 
Expected volatility 94.4% 99.5% 


7. Income Taxes 


The income tax benefit differs from the amount computed by applying the Canadian federal statutory tax rates to the loss before income taxes 
for the following reasons: 


2004 2003 2002 
Ue Se a 
Current statutory income tax rate 36% 38% 41% 
Tax benefit at Canadian statutory rate (737) (2,195) (12,834) 
Increase (decrease) in taxes resulting from: 

Non-deductible goodwill on business acquisitions — — 9,149 
Lower tax rates applicable to foreign operations — 10 153 
Effect of future tax rate reductions 49 Dal Spill 
Withholding taxes — — 36 
Non deductible expenses 576 10 11 
Future tax asset valuation allowance 1,016 2,583 3,163 
Other 96 63 — 


Income tax expense (recover 35 


Future income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial 
reporting purposes and the amounts used for income tax purposes. The components of future tax assets are as follows: 


2004 2003 2002 
$ $ $ 
Future tax assets 
Loss carryforwards 30,550 27,853 26,155 
Difference in book and tax basis for property and equipment 704 2,302 1,179 
Scientific research and development carryforwards 676 663 920 
Provision for settlement costs 632 = 
Deferred revenue 94 : a 
Share issue costs 568 514 495 
Total future tax assets 33,224 Bilbao! 28,749 
Valuation allowance (33,224) (31,332) (28,749) 


Net future tax assets — 


A valuation allowance has been provided for the full amount of net future tax assets given the Corporation’s history of operating losses 
since inception. 


Net future tax assets of $18,069 relate to Norcom Networks Corporation and its subsidiaries at the date of acquisition and were not recognized 
in the business combination at that date. Any subsequent recognition of this net tax benefit will be applied to first reduce any unamortized 


goodwill related to the acquisition to zero, then reduce any unamortized intangible assets related to the acquisition to zero, and finally reduce 
income tax expense. 
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The Corporation and its subsidiaries have business operating losses available for carryforward which expire as follows: 


Canadian Operating Losses 


U.S. Operating Losses 


Year Amount 
$ 

2005 703 
2006 LO 
2007 1,919 
2008 3,419 
2009 4,924 
2010 3,059 
2014 489 
15,616 


Year Amount 
$ 

2009 43 
2010 9 
2011 144 
2012 549 
2013 6,323 
2018 10,920 
2019 14,386 
2020 13,254 
2021 11,613 
2022 1,399 
2023 6,074 
2024 1,430 
66,144 


ie 


As of April 30, 2004 the Corporation also had approximately $637 of unclaimed business investment tax credits available to reduce future years’ 


income tax. 


8. Commitments and Contingencies 


Commitments 


(a) The Corporation is committed to make monthly lease payments on its current three locations. Details of the annual minimum lease 


payments, before operating costs, are as follows: 


$ 
2005 467 
2006 341 
2007 347 
2008 346 
2009 349 
2010 29 
Total 1,879 


(b) The Corporation has a take or pay contract for the provision of satellite wireless data services and is committed to making the following 


annual payments: 


Indemnities 


$ 
2005 2,893 
2006 1,800 
Total 4,693 


The Corporation indemnifies its directors and officers against any and all claims or losses reasonably incurred in the performance of their services 
to the Corporation to the extent permitted by law. The Corporation has acquired and maintains insurance for its directors and officers. 
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9. Loss per Share 
The calculation of loss per share is based on the weighted average number of shares outstanding during each year as follows: 2004 — 64,282,285; 


2003 — 56,019,677; 2002 — 42,428,556. Diluted earnings per share are calculated taking into consideration the effect of potential conversions 
and the exercising of options and warrants. Such conversions, options and warrants are anti-dilutive for both Canadian and U.S. GAAP purposes. 


10. Segmented Information 


The Corporation has three operating segments — mobile communications services (mobile), remote asset monitoring and control services 
(telemetry) and remote telecommunications. 


The accounting policies of the segments are the same as those described in the summary of significant accounting policies. Management 
evaluates divisional performance based on revenues and gross margin. 


2004 
Remote 

Mobile Telemetry telecommunications Total 

$ $ $ $ 

Service revenues 11,983 3,345 IG 17,054 
Product sales 9,555 834 1,035 11,424 

210538 4,179 OO 28,478 

Gross margin 8,643 3,316 855 12,814 

Interest 

Income 44 48 By 124 
Expense (8) (101) (67) (176) 
36 (53) (35) @z) 

Segment assets 58,254 6,651 33230 68,137 


Property and equipment expenditures 1,174 227 27 1,428 


Amortization of property and equipment 574 301 59 934 
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2003 
Remote 

Mobile Telemetry telecommunications Total 

$ $ $ $ 

Service revenues 10,378 1,494 1,470 13,342 

Product sales 5,678 636 190 6,504 

16,056 MM XO 1,660 19,846 

Gross margin 6,420 1,240 615 8,275 

Interest 

Income i 83 56 146 
Expense (7) (144) (216) (367) 
== (61) (160) (221) 

Segment assets 65,736 6,920 ANE) 75,011 

Property and equipment expenditures 468 319 60 (aul 

Amortization of property and equipment 416 250 Di 763 

2002 
Remote 

Mobile Telemetry telecommunications Total 

$ 9 $ $ 

Service revenues 6,891 610 1352 8,853 

Product sales 1,028 365 308 1,701 

7,919 975 1,660 10,554 

Gross margin a 95d 369 707 {OILS 

Interest 

Income 17 204 135 356 
Expense (34) (166) GED) (311) 

(17) 38 24 45 

Segment assets 53,697 oo 3,443 64,531 
Property and equipment expenditures 425 219 112 756 
Amortization of property and equipment 332 491 138 968 
Amortization of goodwill 22,368 — = 22,368 


a ee ee ea 


Approximately 86% of total revenues were derived from sales to customers in the United States in fiscal 2004 (2003 — 88%; 2002 — 85%). 
Segment assets amounting to $58,254 (2003 — $65,736) are located in the United States. 


Significant revenues can be generated in a year from any particular customer on the sale of communication equipment. In 2004, there were 
3 ares ‘ = ALTO " 0 
no customers that accounted for a significant percentage of the Corporation’s revenues, (2003 — one customer — 14 %). 


Ws 


Notes to Consolidated Financial Statements 


Wireless Matrix Corporation 


April 30, 2004, 2003 and 2002 


(Expressed in thousand of U.S. dollars, except per share amounts) 


11. Financial Instruments 


(a) Fair values of financial assets and liabilities 


Financial instruments consist of cash and cash equivalents, accounts receivable, bank indebtedness, accounts payable and capital lease obligations. 
As at April 30, 2004 and 2003 there were no significant differences between the carrying amounts of these financial instruments as reported 
on the balance sheets and their estimated fair values. 


(b) Credit risk 


The Corporation’s financial instruments that are exposed to credit risk consist primarily of cash and cash equivalents and trade accounts 
receivable. Cash and cash equivalents are with a major Canadian financial institution. For trade accounts receivable, the Corporation provides 
its services to customers based on an evaluation of the customer’s financial condition. Management closely monitors the exposure for credit 
losses. As at April 30, 2004 approximately 70% of the accounts receivable represent amounts due from four customers (2003 - 70% from 
two customers). 


(c) Foreign exchange risk 
Foreign exchange risk is the risk that variations in exchange rates between the U.S. and Canadian currencies will affect the Corporation’s 


operating and financial results. The Corporation earns a portion of its revenue in Canadian dollars and incurs Canadian dollar expenses. 
Derivative instruments have not been used by the Corporation to reduce its net exposure to this foreign exchange risk. 


12. Statements Of Cash Flows 


Additional disclosures with respect to the statements of cash flows are as follows: 


(a) Net change in non-cash working capital 


2004 2003 2002 
$ $ $ 
Cash provided by (used in) operations 
Accounts receivable 3,019 (4,211) (1,700) 
Inventories 208 DOM (1,719) 
Deferred product costs 7,145 (S07) (4,541) 
Prepaids and other (1,121) (181) 56 
Accounts payable (1,309) (820) (1,558) 
Accrued liabilities 1,360 (2) (987) 
Deferred product revenue (8,487) 16,023 5,889 
815 (1,760) (4,560) 
(b) Supplemental cash flow information 
2004 2003 2002 
$ $ $ 
Interest paid 124 3)5)5) Sill 
Interest received 176 129 336 
Income taxes paid = — 35 


13. Corporate Reorganization Costs 


During the third quarter of the current year, the Corporation completed a corporate restructuring that resulted in a 10% reduction in the 
a - . ’ 4 . % . . . . . . . 
Corporation’s workforce. The net impact of the reduction in workforce is a reduction in annual operating expense of approximately $1,000. 


As a result of the restructuring, the Corporation recognized a restructuring charge during the quarter of $535, with approximately 42% of the 
charge associated with the separation of the former President and CEO. 
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14. Settlement Costs to Cancel Take or Pay Commitment 


In June 2004, the Corporation completed a settlement arrangement with Motient Communications Inc. (“Motient”) on its terrestrial take or 
pay contract with Motient. Under the terms of the contract, the Corporation had a terrestrial take or pay obligation with Motient in the 
amount of $2,579, against which prepayments totalling $506 had been made. Under the terms of the settlement, the Corporation agreed to 
make an additional payment of $1,125 in order to extinguish any further obligations on the contract. Legal costs associated with the settlement 
are expected to total approximately $125. The payments to Motient under this contract and related legal costs to settle the contract have 
been reflected as a charge to earnings. 


15. United States Generally Accepted Accounting Principles (“U.S. GAAP”) 


These consolidated financial statements have been prepared in accordance with Canadian GAAP which conforms, in all material respects 
applicable to the Corporation, with U.S. GAAP during the years presented except for the following: 


2004 2003 2002 
Statements of operations $ $ $ 
Net loss for the year, Canadian GAAP (4,824) (5,709) (31,413) 
Amortization of goodwill (ii) — = (16,327) 
Cumulative effect of accounting change for goodwill = (29,932) = 
Net loss for the year and comprehensive loss for the year, U.S. GAAP (4,824) (35,641) (47,740) 
Net loss per share for the year, U.S. GAAP - basic and diluted (0.08) (0.64) Cle) 

2004 2003 2002 
Deficit $ $ $ 
Deficit, Canadian GAAP (64,683) (59,859) (45,695) 
Cumulative compensation expense for intrinsic value of stock options (i) (376) (376) (376) 
Cumulative amortization on purchase price adjustment (ii) (48,980) (48,980) (19,048) 
Deficit, U.S. GAAP (114,039) (109,215) (65,119) 

2004 2003 2002 
Balance sheets — U.S. GAAP $ $ $ 
Goodwill, net of amortization (ii) 32,553 WS 70,940 
Share capital (i) (ii) 164,779 150,980 144,477 
Deficit (114,039) (109,215) (65,119) 


(i) Stock-based compensation 
The Corporation has chosen to follow the intrinsic value method of accounting for stock-based compensation arrangements, as provided 
for in Accounting Principles Board Opinion No. 25. The intrinsic value method recognizes compensation expense as the amount by 
which the fair value of stock exceeds the exercise price at the date of grant. Under Canadian GAAP, stock-based compensation expense 
on options is not required to be recognized. 


Had the Corporation determined compensation expense based on fair value at the date of grant for its stock options under a method 
prescribed by Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”, the loss and loss 
per share would have been as follows: 
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2004 2003 2002 

$ $ $ 

Net loss for the year, U.S. GAAP (4,824) (35,641) (47,740) 

Additional compensation expense (418) (230) (1,691) 
Net loss for the year 5,242 35,871 49 431 

Net loss per share for the year (0.08) (0.64) (L072) 


The fair value of common share options granted in 2004 was $302 Cdn. The fair value of common share options granted is estimated as at 
the grant date using the Black-Scholes option pricing model, using the following assumptions: 


2004 2003 2002 

$ $ $ 

Dividend yield 0% 0% 0% 
Risk-free interest rate 2.3% 2.38% 1.73% 
Expected life 3 years 3 years 1 year 
Expected volatility 94.4% 99.5% 89% 


(ii) | Purchase price adjustment 


For U.S. GAAP, the Corporation recorded the purchase price of the assets acquired on the Norcom Networks Corporation acquisition 
in 2001 based on the fair value of consideration agreed to when Wireless Matix entered into a business combination agreement to acquire 
all of the shares of Norcom. The purchase consideration agreed to was a maximum of 15,461,647 Wireless Matrix shares and assumption 
of obligations on Norcom’s stock options which in total had a value of approximately $101,448 at that time. 


For Canadian GAAP, the fair value of the Wireless Matrix shares issued as partial consideration of the purchase price was determined 
based on the stock price on the date the transaction closed. 


The different purchase prices created a difference in the amount of goodwill for U.S. GAAP purposes and thus the amount of goodwill 
amortization. The difference was effectively eliminated when the Corporation adopted the new accounting standard for goodwill and 
recorded the cumulative effect of the accounting change. 


(b) Accqunts receivable 


Accounts receivable presented on the balance sheets are net of an allowance for doubtful accounts of $1 at April 30, 2004 and $92 at April 
30, 2003, determined on the basis of a review of specific outstanding accounts. 


(c) Recent accounting pronouncements 


The Financial Accounting Standards Board (FASB) has issued an Exposure Draft, Share-Based Payment, which is a proposed amendment to 
FASB Statement No. 123, Accounting for Stock—-Based Compensation. Generally, the approach in the Exposure Draft is similar to the approach 
described in Statement 123. However, the Exposure Draft would require all share—based payments to employees, including grants of employee 
stock options, to be recognized in the income statement based on their fair values. The FASB expects to issue a final standard late in 2004 
that would be effective for fiscal years beginning after December 15, 2004. For Canadian GAAP reporting, the Corporation will be adopting 
the fair value method of accounting for employee stock options in fiscal 2005. 


16. Foreign Currency Cumulative Translation Adjustment 


2004 2003 

$ $ 
Balance, beginning of year (471) (637) 
Current year’s deferred translation adjustment (54) 166 


Balance, end of year (525) (471) 
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